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KEY ECONOMIC INDICATORS: PERU 
(In US$ unless otherwise stated) 





Percent Change 
1969 1970 1971 1971/1970 
(or cum, portion) 





GROSS NATIONAL PRODUCT 


GNP at Current Prices (millions) 5,124 5,775 6,509 12.7 
GNP Constant 1968 Prices (millions) 4,749 5,115 55424 6.0 
Per Capita GNP, Current Prices ($) 386 422 461 9.2 
Per Capita GNP, Constant 1968 Prices($) 358 374 384 2.7 
Employment (thousands) 4,136 4,269 4,405 3.2 
MONEY AND BANKING (December) 

Money Supply (millions of soles) 22,839 29,061 36,314 1/ 25.0 
Commercial Bank Interest Rate (prime) 17.5 17.5 17.5 - 
Central Bank Discount Rate (commercial 

loans) 9.5 9.5 9.5 - 


COMMERCIAL BANKS ACCOUNTS 


(millions of soles) 


Loans 18,446 23,185 28,152 21.4 
Investments (securities) 2,583 6,885 8,366 21.5 
Deposits 23,520 36,859 38,520 4.5 
INDICES (base year = 100.0) (December) 
Consumer Price Index (1966=100.0) 138.9 145.8 155.8 6.8 
Whole sale Price Index (1963=100.0) 
Construction 227.3 230.3 233.2 1.3 
Agriculture 220.9 210.4 211.0 0.3 
Livestock 210.0 240.3 243.3 2/ 1.2 
BALANCE OF PAYMENTS 
Net Gold and Foreign Exchange Reserves 152 420 343 - 18.3 
Net Balance of Payments 32 320 - 76 - 
Balance of Trade 267 429 140 - 67.4 
Total Exports (FOB) 866 1,048 893 - 14.5 
U.S. Share (%) 34.5 32.9 NA. - 
Total Imports (CIF) 601 619 753 21.6 
U.S. Share (%) 30.9 32.1 N.A. - 
ECONOMIC ACTIVITY (December) 
Electricity Consumption: Lima Area 
(thousands of Kw/H) 
Total 1,671 1,994 2,204 10.5 
Industry 647 705 801 13.6 
Cement Consumption (thousand of MT) 1,066 1,132 1,471 29.9 
Stamp Tax Collection (millions of soles) 7,185 8,433 10,236 21.4 





1/ September 
2/ Estimated 


Source: Ministry of Economy and Finances, Central Reserve Bank 


SUMMARY 


Some further recovery in domestic and foreign investment, a slightly improved 
trade balance and rising consumer and government spending could raise Peru's 

GNP growth rate to near the projected 7% annual rate. Strong inflationary pres- 
sures and difficulties in agriculture, however, may prevent achievement of this 
target. Following a large deficit in 1971 the Government's cash flow is show- 
ing a surplus due largely to increased tax revenues. Government spending is 
increasing only moderately now but is expected to become a major expansionary 
force in coming months as the Government accelerates implementation of its five 
year development plan. A small balance of payments deficit for 1972 is in 
prospect, although many uncertainties, especially capital inflows, make fore- 
casting an imprecise business at best. The outlook for exports is good and 
imports are expected to increase moderately despite added tight controls over 
the use of foreign exchange for imports. Consumer spending continues to grow 

in response to rising wages, still higher than normal idle balances and the 
effects of rising prices. Consumer goods and construction are expected to be 
the areas of most rapid output increase in coming months. Public sector invest- 
ment is rising rapidly, mostly in infrastructure at present but is expected to 
shift more to industrial projects as substantial foreign financing is arranged 
with members of the World Bank Consultative Group for Peru and some other 
sources of capital. Apart from growing exploration expenditures by oil compa- 
nies and moderate investment levels in mining there is little new foreign 
private investment. Some reinvestment is occurring in manufacturing to replace 
obsolete or worn-out equipment and to stay abreast of rising demand. Relatively 
recently, third countries have begun showing increasing interest in investing in 
or financing the development of Peru's rich mineral deposits and some other 
large projects. 


Implications for U.S. Business 


- U.S. exporters of essential consumer goods may be able to benefit from the 
increasing consumer demand in the Peruvian economy, especially in food com- 
modities the demand for which has been heightened by growing shortages, how- 
ever markets for intermediate goods, component parts, and industrial supplies 
associated with rising production and investment expenditures offer greater 
opportunities to U.S. exporters. 


- The Peruvian Government is preparing a large number of public sector and 
mixed public/private investment projects, but U.S. exporters will find that 
competition from other suppliers will be tough and well backed by their 
government guaranteed credits. 


- U.S. private investors will find the terms contained in the General Industries 
Law and the Andean Pact Foreign Investment Code stricter than they are used to 
in Latin America and with continuing uncertainty as to how they will actually 
work, 








4 
CURRENT ECONOMIC SITUATION AND TRENDS 


Growth Rate Picking Up 

Rising private and public investment levels, a slightly improving trade balance, 
and climbing private and government consumption spending, all poini to an upturn 
in the real GNP growth rate. Strong inflationary pressures, however, may require 
some further austerity measures despite an improved fiscal situation. Production 
and marketing shortcomings in the agricultural sector due in part to recent floods 
and landslides (resulting in crop losses and in the temporary closing of farn-to- 
market roads) also may dampen the overall outlook. These problems and import 
restrictions are now pushing prices rapidly upwards, especially of meat, eggs 

and some other foods. Hopefully, the inflation rate (now about 12% on an annual 
basis) will drop off, with the restoration of food supplies to the principal 
urban markets. It does not appear likely, however, that the real growth rate 
will be below 6% in 1972. 


Private Consumption Spending Continues Brisk 


Private consumption spending is continuing its brisk growth of last year (esti- 
mated at 6.5% in real terms) stimulated by rapidly climbing wage and bonus in- 
come, increased employment, and still high liquidity remaining from the huge 
balance of payments surplus of 1970. The threat of accelerated inflation and 
further import restraints may also be encouraging spending, but higher personal 
and business income taxes are having the opposite effect. Stamp tax collections 
on commercial transactions are increasing at a rate of nearly 14% in current 
prices while payroll taxes are nearly double the first quarter 1971 level, re- 
flecting a strong rise in wages and salaries. Deposit velocity is still sub- 
stantially below normal, indicating the existence of more than usual idle 
balances in commercial banks. On balance, the growth of personal consumption 
spending is expected to moderate slightly over the coming months as taxpayers 
become more aware of the increased tax bite and as idle balances are worked 
off. 


Investment Picture Improving 


Gross domestic investment is turning sharply upward according to official esti- 
mates. Gross private investment is also recovering, but at a much slower rate 
than public investment. As most state enterprises, such as PETROPERU and SIDER- 
PERU, are included in available official investment data for all firms, it is 
not possibl2 to estimate the growth of investment by privately controlled firms. 
Investment data by industrial sector is also not available. The most obvious 
and significant investment by firms, however, is in construction of housing, 
textiles and fibers, steel (SIDERPERU), mining (mostly by two U.S. Companies -- 
Southern Peru Copper Corp. in the Cuajone copper mine and Marcona in its iron 
mine) and oil (mainly by PETROPERU, thus far). Within manufacturing, the rapid 
growth of certain subsectors suggests where investment is now occurring or soon 
will be occurring. As indicated by the rate of increase of electrical energy 
consumption these subsectors are: metal working and light manufacturing, fish- 
meal processing, chemicals and petroleum products, beverages, priniing, textiles, 
food and tobacco and electrical appliances. 


The growing importance of the Government in all investment activity in Peru is 
also evident from the enhanced role of state controlled financial institutions 
and comprehensive government controls over investment in most sectors. The 
Government recently assigned to COFIDE (Corporacién Financiera de Desarrollo - 
the state controlled development finance institution) responsibility for 


obtaining and channelling domestic and foreign development capital of ail kinds 
for the state enterprises and for all firms in activities reserved to the state 
or declared startegic. COFIDE is active in almost all sectors and increasingly 
appears to be an essential base to touch for foreign financing and investment 
in Peru. In addition, however, INDUPERU (Industrias del Pert) has been created 
to spur the development of major new industries within the area of competence 
of the Ministry of Industry and Commerce. INDUPERU's first assignment is to 
develop ten ambitious industrial projects, all expected to involve foreign 
financial and/or direct investment, including motor, tractor, earth moving 
equipment and petrochemical plants. 


The Government is actively seeking new foreign financing and direct investment 
through contacts with Western European countries, Japan and the United States 
that were initiated during the World Bank Consultative Group meeting in 
February, 1972. The Peruvian Government presented to the Group a list of 97 
projects, in varying degrees of readiness for foreign financing or investment. 
This meeting is being followed up with bilateral meetings with Group members 
for the purpose of obtaining financial commitments and pinning down interest 
in specific projects, France already has agreed to authorize $60 million in 
government to government and government guaranteed supplier credits to be drawn 
down over the next three years. West Germany is nearly committed to authorize 
about $48 million in a similar mix. Japan already had gone far before the 
February meeting toward granting about $74 million in long term loans. World 
Bank and Interamerican Development Bank missions have visited Peru repeatedly 
to identify projects acceptable for their financing. At the same time, Peru- 
vian missions have visited communist countries, in addition to Japan and Italy 
to elicit their interest in project financing in Peru. All of these efforts 
appear to be having some success so that it now seems likely that Peru will 
receive a good share of the financing called for under the full Five Year 
Development Plan. Perhaps as much as $200 million could be committed in 1972 
alone. 


In the meantime, major investments in petroleum exploration and mining are 
being made that were not among the 97 projects presented to the Consultative 
Group. If the success of PETROPERU's first two exploration wells are indi- 
cative of future discovery potential, then Peru's development prospects will 
improve considerably. PETROPERU hopes, to prove enough oil in coming months 
so that arrangements can at least be begun in 1972 for financing a trans-Andean 
pipeline to be completed by 1975. Seven foreign petroleum groups have negoti- 
ated and two others are negotiating exploration/production contracts with 
PETROPERU in adjoining areas. The exploration efforts are just beginning. 
Scheduled investment in mine development will total about $70 million to $80 
million in 1972, mostly in SPCC's Cuajone copper mine. 


Apart from INDUPERU*s ambitious manufacturing projects and SIDERPERU's expansion, 
investment in the industrial sector by private firms is still limited. Many 
domestic and foreign firms in manufacturing have gained Ministry of Industry 

and Commerce approval of investment plans as required by the General Industries 
Law as a condition for the granting of income and import tax concessions. Most 
of these firms, however, apparently are holding up actual expenditures until 
clear and definitive procedures are issued for establishing the value at which 
shares are to be transferred to the industrial communities. Other firms are 








not ready to carry out their reinvestment plans for other reasons, especially 
unanswered questions on just how the Industrial Law and related reforms will 
actually work. Most of the investment expenditures in the manufacturing sector, 
apart from textiles and steel have been to replace worn-out or obsolete equip- 
ment which frequently does involve some expansion of capacity. Only one new 
foreign firm has negotiated an arrangement for investing in manufacturing under 
the General Industries Law. This U.S. investment (Dresser to make drill bits), 
which would be a 49 percent share in a first priority, strategic industry with 
COFIDE holding the majority share, has not yet been approved by the Ministry 

of Industry and Commerce. 


Fiscal Situation Improving 


As Central Government revenues for the first quarter were up by about 36% over 
last year, while public expenditures climbed only 4%, the Government is in a 
position to boost capital expenditures if it should wish to do so. Higher 
taxes, better tax administration and compliance, and the absence of crippling 
strikes in the mining industry have combined to raise revenues. In view of 

the present inflation the Government could opt to keep growth of expenditures 
low, but its continuing sales of treasury bonds are adding further to its cash 
balances, and indicate that an increase in the rate of development expenditures 
may be expected in the coming months. 


Balance of Payments Out Look Improving 


The latest forecasts available indicate a small balance of payments deficit 

for 1972, and performance to date supports this estimate. Peru's two major 
export sectors, mining and fishing, are showing significant recovery following 
the reverses suffered in early 1971, however, each faces potential difficulties. 
While the mining sector has benefited from generally higher international prices 
and sustained production, the danger of paralizing labor disruptions and costly 
settlements remains ever present. Warm water currents flowing south along the 
coast of Peru have driven the anchovy to seek colder water to the south and 
away from the coast, increasing costs and the difficulty of finding the catch 

on which the fishmeal industry depends. Cotton exports are expected to decrease 
some $15 million as a result of recent destructive floods in northern Peru. 
Imports are continuing to increase rapidly in response to investment demands 

and to food shortages. Total imports, however, probably will be restrained 

to a level not more than about 10 percent above last year's imports by the 
Government's new law allocating quotas of foreign exchange to private importers 
based on their past import levels. The purpose is to restrain non-essential 
imports in order to allow more imports of essential goods and to ensure that 
sufficient exchange is available for debt service. The anticipated substantial 
inflow of private and public foreign capital, together with considerable re- 
scheduling and refinancing of 1972 and 1973 debt maturities, has contributed 
significantly to the improvement of Peru's balance of payments prospects. 


Inflationary Tendencies Becoming Serious 


The official Lima-Callao cost of living index spurted ahead sharply in March 
(4.26% in that month alone) mainly due to shortages in the basic food products 
caused by recent heavy rains in the Sierra which brought on a series of land- 
slides interrupting food supply to urban centers and flooding of agricultural 
areas along the coast. However, the underlying, longer term rate of inflationary 





is rising as the pressure of growth-and liquidity-induced demand is exceeding 
a slowly expanding supply. Recent increases in domestic investment may even- 
tually help to alleviate this pressure somewhat, but continued price increases 
are likely. To meet this problem the Government has created a National Price 
Board for Essential Goods and Services which is just becoming operational. 

In addition to a prohibition on the sale of beef during the first fifteen days 
of each month, the Government has fixed prices for fish, chickens and other 
types of meat and has begun to impose sanctions on persons speculating in the 
current food shortage situation. The inflation and shortages will be continu- 
ing problems for the Government in the months ahead. 

IMPLICATIONS FOR THE UNITED STATES 

Market for Intermediate Goods and Raw Materials Expanding While Consumer Goods 
Becoming More Difficult 


Peru's expanding demand for consumer goods should provide some opportunities 
for U.S. exporters of consumer essentials not produced in Peru. The Peruvian 
Government's policy, however, is to prohibit the import of any good produced 
in the country as a means of protecting local industries. Therefore the 
market available for foreign producers will remain very selective. There are 
still many U.S. consumer items sold in Peru, but the trend in number of items 
is downward. Raw material and intermediate goods find an easier entry under 
Peru's import control and tax systems. U.S. suppliers should find that this 
market is growing rapidly and that they are in a good competitive position 
following the recent exchange rate realignments by major trading countries. 


Rapidly Expanding Capital Goods Markets 


The potential market in Peru for U.S. exporters of capital goods should continue 
to grow as the Government encourages the creation of new firms and industries 
and related infrastructure in pursuit of its development goals. A recently 
established import quota makes this market a selective one also, as will the 
continued expansion of the prohibited imports list. Major growth of imports 
should occur in the following areas: oil exploration-related equipment and 
supplies, man-made continuous and discontinuous fibers and special fabrics, 
heavy construction equipment and supplies, building materials, pharmaceutical 
products, organic and inorganic chemicals, artificial resins and plastic 
materials, paper making materials, electrical generating equipment, aircraft, 
various agricultural and food products, and miscellaneous tools and equipment. 
Most of these goods will be supplied by the company and/or country able to 
furnish the desired suppliers credits. Third country suppliers are actively 
seeking, with the help of their government and government guaranteed credits, 
to win contracts for supplying capital goods needed for large projects. U.S. 
exporters of capital goods will find, therefore, that Peru is becoming an 
increasingly competitive market. 


Private Foreign Investment Prospects Continue Slow Improvement 

Private foreign investment prospects in Peru appear to have improved somewhat 
but no new foreign direct investment has occurred yet, with the exception of 
the oil exploration expenditures, Third country firms have become much more 





active in examining possibilities for investing in mining -- i.e. Japan, Sweden, 
Rumania and Poland. But, although Peru's international financial picture 


appears to be improving, the restraints and controls on foreign direct invest- 
ment in the General Industries Law and the Andean Code continue through their 
restrictive provisions and uncertainties to discourage investment. 
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